Introduction
The ensuing effects of globalization on the one hand, and the negative consequences of macroeconomic instability on the other hand, had made policymakers and scholars beam their searchlight on Financial Dollarization (FD) 1 . In the case of the former and as a result of international trade and investment, there are incentives for multinational corporations to hold varieties of foreign currencies. In the case of the latter, among the suggested solutions to macroeconomic instability is the adoption of FD. In addition to the above scenarios, it could be argued that asset diversification is also an important determinant of FD (Murray and Powell, 2003; Sharma et al., 2005; and Levy-Yeyati, 2006) 2 .
Regions, such as Lain America and Eastern Europe, which are characterized by macroeconomic instability, have been the focal point of earlier studies between Peru, and Uruguay is the high degree of substitutability between the local and foreign currencies (Ramirez-Rojas, 1985; Calvo and Vegh, 1992) . Asia has received some attention in the literature. Sharma et al. (2005) state that only two countries in the region, Japan and South Korea, have empirical studies to their credit. The policy coordination in Europe, which led to the adoption of Euro as the legal tender among selected European countries, accounts for the reason why studies are lacking in the region.
Investigations on the effects of FD in African economies are rather burgeoning. Prior to these studies, it would have been misleading to assume that the subject matter is not an African phenomenon. The implementation of the Structural Adjustment Programme (SAP) in most African countries in the late 1980s, which led to financial liberalization and the removal of restrictions on the use of foreign currencies, had led to the increase in the demand/use for/of foreign currencies alongside with local currencies (Yinusa, 2009 ). For instance, within a year of liberalizing its financial sector, Tanzania recorded 15% of foreign currency deposit in total monetary deposit (Kessy, 2011) . The average rate of FD in Liberia and the Congo Republic is estimated to be in the region of about 80%. This is closely of legal tender, which is the case of CS. Even though both concepts are different in their respective rights, they are however used interchangeably in this study. This is premised on the fact that no country in sub-Saharan Africa has adopted a foreign currency as legal tender, although Zimbabwe has been using the USD alongside her local currency as legal tender. 2 However, caution must be exercised when interpreting asset diversification as a fall-out of FD. This is based on the findings of Gosh et al. (1998) that countries with high portfolio denominated in foreign currencies seem to have low inflationary pressure, more stable exchange rate movements than countries with relatively low levels of FD.
followed by Angola and Sao Tomé and Principle with 70% and 60%, respectively.
The average level of FD for SSA for the period 2001 to 2012 stood at 30% (IMF, 2015) . Hence, Africa is considered to be in the league of the "dollarizing" economies in the world 3 .
Giovanni and Turtelboom (1994) argued that the theoretical foundation for FD is based on the theory of demand for money. They laid emphasis on cash-in-advance model and transaction cost models. In the first model, the return differential (proxied by inflation) between domestic currency and foreign currencies serves as the basis for demand of either of the two sets of currencies. In essence, the decision on which currency to demand for is purely business/economic induced. This is consistent with the three types of FD De Nicolé et al. (2003) identified 4 . The IMF (2015) has developed a broad model to account for some perceived important determinants of FD, among which are market failure, institutions, portfolio and access to foreign exchange. The IMF further argued that these determinants have been neglected by earlier studies.
This study takes a cue from the ease of access to foreign exchange (FOREX).
The ease at which economic agents, households, firms and the government have access to FOREX would to a large extend determine the level of demand for and use of foreign currencies. The three fundamental motives for the demand for money are unit of account, store of value and medium of exchange. In a liberalized economy with no restrictions on the use of foreign currencies, the flexibility of the substitution between foreign and local currencies would be high. Hence, economic agents would be faced with the option of either demanding for money in domestic currency or in a basket of foreign currencies. For instance, in countries with unstable macroeconomic policies, firms and individuals are likely to hedge against potential loss by denominating their assets in foreign currency(ies). This satisfies the store of value function of the demand for money.
It is common knowledge that countries with high levels and perhaps hyperinflation would transact and pay for goods and services in foreign currencies. Kessy (2011) and IMF (2015) document that United States Dollars (USD) are used to 3 A country is considered to be highly "dollarized" if the ratio of the measure of FD exceeds 30% (Balino, Bennett and Boreinztein; 1999; IMF, 2015) . However, Sepulveda's (2000) classification is in the following form: below 20% (low dollarization); between 21-70% (mild dollarization) and above 70% (high dollarization). This study adopts the first classification due to its relative simplistic range as compared with the latter classification. 4 Financial, payment and real dollarization.
pay for services-such as accommodation rents and purchases, schools fees, among other high value consumer durables-in Tanzania, the Democratic Republic of Congo and Zimbabwe. Multinational Corporations pay their expatriate staffs' wages and allowances in foreign currency. In essence, the argument this study seeks to make is that easy access to FOREX fuels FD. This is a gap that has not been "adequately"
investigated.
The objective of this study is to examine the extent to which access to FOREX magnifies/dampens the level of FD in SSA countries. Based on the foregoing, three major sources of FOREX are considered. They are (i) natural resource rent; (ii) total export; and (iii) International capital inflow (proxied with financial integration) 5 .
Based on data constraints, the scope of this study is limited to 26 countries in SSA for the period 2001-2012 6 .
The contribution of this inquiry to existing literature is twofold, notably, in terms of scope and hypothesized role of FOREX. First, on the dimension of scope, studies on FDfocusing on Africa are very few. To the best of our knowledge, only two studies (Yinusa, 2009 and IMF, 2015) are based on panel data while the remaining are country-specific studies 7 . Hence, this study adds to the scarce African literature on FD. The second innovation is based on the hypothesized role of FOREX. To date, Kessy (2011) and IMF (2015) are closest to this study. However, the point of departure (considering IMF's paper) lies on the proxies for the sources of FOREX. As an analogy, the three IMF proposed sources of FOREX (exports, oil export and sum of Bank for International Settlements (BIS) deposit and loan (all expressed as a ratio of GDP)) can be questioned on the following grounds. (i) Not all African countries are oil-endowed. Countries like South Africa, Liberia, Kenya, and Togo among others, have no oil export. As an improvement to this measure, natural resource rent is proposed 8 . This is considered as a more generic source of FOREX. (ii) While 5 Financial integration is a difficult concept to measure. It should be noted that there are different measures or indices of financial integration, however, the index provided by Lane and Milesi-Ferretti (2006) has been adjudged to be a better measurement. 6 See the Appendix for a list of selected countries. 7 See Yinusa and Akinlo (2008a) , Imam (2009 ), Erasmus et al. (2009 ), Kessy (2011 , for more narratives. 8 The World Bank classifies natural resources into four groups: Oil, forest, mineral, and natural gas. Due to lack of data, resources such as diamond were not captured in the computation of mineral subcomponents. Hence, countries like Botswana with huge deposits of diamonds would have a low level of mineral rent because their bulk of endowments were not considered. To the best of our knowledge, the World Bank's classification has the most comprehensive dataset. In the context of this study, total natural rent, defined as the summation of these classifications, is used.
acknowledging that the BIS's deposit and loan serve as proxies for the source of FOREX, there would be a problem of multicollinearity in the baseline equation. This is premised on the fact that whatever the measure of the FD adopted, it would be highly correlated with BIS loans and deposits. (iii) There could also be multicollinearity between exports and oil export. Unlike Kessy (2011) who ignored the growing importance of remittances in his computation of foreign capital flows, we considered a holistic approach to measuring this variable-through the adoption of Lane and Milesi-Ferretti (2006) database.
This study is significant to SSA because of the following reasons: (i) an indepth understanding of the nature of FD would be unraveled; (ii) even though it is widely acclaimed that the region is macro-economically unstable, this study would shed light on whether the increasing level of FD is being driven by this instability and (iii) policy prescriptions would be derived from the empirical results.
Following this introductory section, the rest of this study is structured as follows. Section two sheds light on some important conceptual issues and presents some stylized facts about the evolution of FD on global, regional and country-specific bases. Section three engages the extant literature. Methodological related issues are presented in Section four. The empirical results are discussed in Section five, while Section Six concludes with policy recommendations and suggestions for future research.
Background to the study
This section aims to dwell on the presentation of some stylized facts about the evolution of both FD and access to sources of FOREX in SSA. This is to help gather some background information of the region using these variables. Based on the foregoing, discussion in this section would be bifurcated into two phases. In the first phase, statistics of FD would be presented based on global, regional and countryspecific cases. The second phase would give an overview of the three identified sources of FOREX. As regards volatility of exchange rate, Angola and the DRC, recorded 21% and 247%, respectively. Extending our investigation into low dollarized economies, we can state that the SSA dataset validates the argument in the literature as regards the importance of macroeconomic stability in the dollarization discourse. However, it is surprising to infer that these causes of macroeconomic instability are not valid using the Liberian dataset. Hence, there must be some specific factors behind this incidence. Theory is not explicit on the relationship between dollarization and foreign reserves. However, historical data has suggested that there is a positive relationship between these variables. Hence, when reserve is high, dollarization might also be high. Drawing inferences from the Nigerian experience (especially around mid 2015 to early 2016), with the dwindling reserves, financial institutions are barred from accepting foreign currencies as deposits from their customers. Based on the scope of this study, data has also revealed that there is a positive relationship between international reserves and the dollarization index. See Table 3 for more details. There is no denying the fact that SSA is endowed with diverse natural resources and these resources account for a considerable share of GDP. A country is considered to be resource-rich if: (i) export of natural resources accounts for one-fourth of the total export and (ii) if natural resource rent accounts for more than 30% of its GDP (Lundgren et al., 2013) . Also, the second condition above is likened to natural resource dependence. The identified resource-rich countries are Angola, Liberia, Nigeria and
Burundi. There is the need to extend the threshold set by Lundgren et al. (2013) to account for mild/moderately-dollarized economies. As such, countries with resource rents of between 21-29% of GDP are classified as moderately resource-rich, while those with below 20% are low resource-rich countries. The point to note here is that moderate-and high resource-rich countries coincidentally have high degrees of FD.
Hence this serves as the first pointer to the fact that access to FOREX fuels FD. UNCTAD and Milesi-Ferreti (2006) 
Literature Review
Unlike other issues in macroeconomics, studies on FD have revealed two distinctive and interesting features. The first relates to the geography of coverage. As earlier stated in the introductory section, the concept of FD first gained prominence in Latin America. This was essentially because of the increasing rate at which studies directed attention towards understanding the nature, causes and effects of financial crises in countries of the region.
The second interesting feature is due to the fact the core objective has been to determine the factors that influence FD. In essence, studies have focused mainly on estimating a money demand equation. This is in sharp contrast with other topics in macroeconomics, as each topic has got different policy objectives and thus has refrained from estimating one "broad" type of baseline equation.
An overview of the FD literature has shown that studies have towed four main lines of scientific enquiry.
 Price movement and its effect on store of value  Relative rate of return on portfolio  Institutions and policy credibility  The consequences of FD on financial deepening
Price movement and its effect in store of value
The main focus of this argument is how inflation and exchange rate affect the dynamics of FD in an economy. Mundell (1963) was the first to assert that demand for money (denominated in either local/foreign currencies) is a function of exchange rate, interest rate and income. The case where an environment is characterized by unstable macroeconomic policies (such as inflation and volatility of exchange rate, among other) serves as incentives for economic agents to want to edge against any potential risk, hence diversify their portfolio to capture the presence/utilization of foreign currencies.
Studies prior to Arango and Nadiri (1989) have focused on modeling the demand for money by ignoring the influence of international/foreign monetary developments 9 . Arango and Nadiri's paper is considered as one of the first sets of studies to account for the role of foreign market interventions. Relying on a simplified portfolio model and focusing on Canada, United Kingdom, the United States and Germany, their results, among other findings, show that changes in foreign interest rate and exchange rate expectations play a vital role in the decision of substitution between domestic and foreign assets. Bordo and Choudhiri (1982) following the argument of the above study focused on Canada and found that the most important determinant of demand for foreign currency is 'expected exchange rate depreciation'.
Using Thailand as a case study, Bahmani-Oskooee and Techaratanachai (2001) found that exchange rate depreciation is the cause of currency substitution.
This is due to the fact that as currency depreciates, broad money supply in circulation reduces. Similarly, Kaplan et al. (2008) an exchange rate regime has deterministic power on the level of dollarization.
Relative Rate of Return
The decision to switch between local and foreign currencies is purely a business decision and is predicated on the interest rate differential between two economies.
Essentially, if the foreign currency has a higher interest rate, there would be an increase in the demand for that currency which does leads to depreciation of the domestic currency. Thus, both interest rate spread and exchange rate volatility are inter-related, which supports the view of uncovered interest rate parity. Sahay and Vegh (1996) stated that FD positively responds to the real interest rate differentials between domestic and foreign denominated assets. It was also further suggested that inflation has an indirect effect on FD. Specifically, it was hypothesized that a fall in inflation would only affect FD only if inflation first has an effect on real interest rate. Savastano (1996) focused on the pattern of dollarization in five Latin American countries for the period 1970-1993. He posits that FD is attributed to an incidence of macroeconomic instability, institutional quality as well as a high interest rate spread between domestic and foreign economies. Chief of the three factors is the role of the wide interest rate spread for the region. Basso et al.
(2011) suggest that wider interest rate differentials on loans have a positive impact on loan dollarization, while the inverse is the case for deposit dollarization. Licandro and Licandro (2003) state that the interest rate ceiling is unable to fizzle out the inflationary pressure and the absence of inflation index asset would force domestic residents to resort to convert the composition of their assets to foreigndenominated. Results of Kessy (2011) suggest that a percentage point increase in the expected rate of return would, in the long run, lead to about 6percent increase in the dollar deposit.
Even though Sahay and Vegh (1996) were among the first set of studies to have identified the importance of the interest rate spread, they however concluded that the variable is more pronounced in Eastern Europe than in Latin America. Balino et al. (1999) held a similar view. Several rejoinders have been made to the claim above.
For instance, Arteta (2002) concluded that the explanatory power of interest rate spread is poor. Civcir (2003) proclaims that there are exceptions to the positive linkage between high real rate of return and the composition of assets. Also, Catao and Terrones (2000) argue that interest rate plays a dual role. In the first role for low or semi-dollarized economies, increase in the external interest rate would induce local economic agents to switch allegiance to the use of foreign portfolios. On the other hand, decline in the foreign interest rate would serve as attraction for financial intermediaries to seek for cheap sources of credit abroad and in turn; advance foreign denominated credit to their local clients, in a bid to hedge against any potential devaluation. Hence, the exact effect of interest rate is mixed.
Institutional Factors and Credible Policy Stance
In the dollarization process, there are ample reasons to assume that institutions have some fundamental roles to play. Among early proponents of this debacle include Savastano (1992) In an interesting article, Neanidis and Savva (2013) claimed that there are two direct linkages between institutions and dollarization in the accession of Europe:
confidence instilled in economic agents and the high rate of convergence of exchange rates to the euro due to the adoption of common currency. Unlike extant literature that has listed the direct causes of FD to (i) inflation and exchange rare/ exchange rate regime; (ii) interest rate spread; (iii) institutions; and (iv) minimum variance portfolio, Neanidis and Savva (2013) showed that institutions are indirectly related to the four identified causes above. It was concluded that institutions have significant coefficients for both deposit and credit dollarization.
Despite the general agreement about the importance of institutions in explaining FD, the major weakness of this strand of literature is its inability to be explicit about what part of institutions and why is it important. Rather, studies are more concerned with the correlation coefficients (Weymouth, 2011) .
Financial Development
The concept dollarization was changed to financial dollarization when it was noticed that the financial sectors have a great share in the cause of dollarization. There are several ways in which the financial sector is linked to dollarization. Among the debate include the misallocation effect: a situation in which the banks would want to hedge against risk and thus match their liabilities with assets. This being the case the bulk of the risk is now transferred to the holders of their assets. If a significant share of deposit and credit is foreign currency-denominated, this might pose a risk for the stability of the sector. Hence, it is accentuated that among the causes of financial instability is the increasing level of dollarization. In a similar view, the level of development of the financial sector has a lot to say about the ability of the sector to withstand exogenous shocks created by the increasing activities of foreign currency (De Nicolo et al., 2003; Levy-Yeyati, 2006) .
In an interesting study by Honohan and Shi (2002) , it was revealed that a high level of dollarization enhances further deepening of the financial sector. Though the results are only obtainable in inflationary economies, De Nicolo et al. (2003) reached a similar conclusion to that of Honohan and Shi (2002) . In addition to that, it was stated that the cause of financial instability could equally be attributed to dollarization. Asel (2010) argued that there is a positive correlation between loan dollarization and private credit. It was further enunciated that the lower the level of financial development, the higher would be the rate of dollarization. Levy-Yeyati Despite the dichotomy in the strands identified in the finance-FD nexus, two common conclusions are reached: first, there is a positive correlation between FD and proxies of financial development. Second, the exact effect of the relationship between these variables is dependent upon inflation.
Model Specification, Methodology and Data
In this section, discussion would center on three basic forms of argument. In the first form, emphasis would be laid on specifying an estimable equation, drawing inferences from previous studies. Next to this would be methodological related issues.
In this case, an elaborate explanation on the choice of our estimation technique would be presented. The last sub-section would attempt to explicit on the scope of the study as well as the data sources.
Model Specification
Dollarization literature is huge and growing. As earlier indicated above, the literature can be decomposed into four levels. Hence, it might seem impossible to formulate a model that would completely capture issues surrounding dollarization.
Taking a cue from Levy-Yeyati (2006) , Ize (2013) , Kessy (2011 ), IMF (2015 , and since the aim of this study is to expand on the perceived important determinants of dollarization; the model is specified in the form below:
where, FD is a proxy for dollarization (foreign currency deposit as a ratio of broad money supply). RETURNS is a vector that captures differences between the rate of returns of both domestic and foreign currencies. This focuses specifically on the portfolio approach to dollarization. The proxies used are interest rate differentials between domestic and foreign currencies (INT), exchange rate volatility (SEXR), inflation (INF), and exchange rate depreciation (DEP). ACCESS is the main variable of interest for this study. It is a vector that captures the relative ease to which foreign currencies are domestically available. The proxies include resource rent (NAT), trade openness, (TRA) and degree of financial integration (FINT). CONTROLS are some perceived variables that have been validated to be good determinants of dollarization.
In this study, they include a measure of institutions (INST) 11 , financial development (FIN) and GDP per capita growth (GDP), international reserves (RES).
and capture time and country-specific effects, respectively, while is the independently and identically distributed (iid) error term component 12 .
Methodology
Econometrics provides numerous empirical tools in testing the relationship among economic variables. Each tool has its merits and demerits. This is to say that no "one cap fits all". The early literature and elementary econometrics have adjudged Ordinary Least Squares (OLS) as the best estimator based on its "BLUE" properties.
This is in addition to its simplistic form of usage. Despite the accolades, among others, OLS has been criticized based on its inability to account for endogeneity related issues such as reverse causality, measurement error and omitted variable bias.
Another problem of OLS relates to its nature to break down when censored data is used 13 . A censored variable is said to occur when the range of the value of the dependent variable is limited for some reasons such as: (i) due to the way the data is constructed (using dollarization as an illustration, the limit of the variable is any value less than 100 14 ); (ii) it could also be a case in which such a variable cannot be captured by dummies; (iii) when a significant proportion of the observation of the data is exactly the value of the limit and (iv) if there is a possibility of having a 11 The proxy used is collected from World Governance Indicators of Kauffmann et al. (1999) . Essentially, they provided six indicators, which are Control of Corruption, Rule of Law, Voice and Accountability, Government Effectiveness, Regulatory Quality and Political Stability. The variation among these indices would be very minimal; this is just as there is high correlation among the indices. The solution to these problems would be to drop some series, which would lead to loss of information. A better solution is to aggregate the indices into an index using principal component analysis. (Asongu and Nwachukwu ,2016a and b; and Ajide and Raheem, 2016) . 12See Appendix for variable definition, measurement and a priori expectations. 13 This problem is more peculiar in a situation in which the dependent variable is censored. As such, it is less severe for independent variables.
negative value for the dependent variable (Long, 1997; Green, 2002; Kennedy 2003and Wooldrige, 2003 .
To this end, effort has been channeled to solving this problem. The first attempt was by Tobin (1958) who came up with Tobit regression. Essentially, the model entails the simultaneous use of maximum likelihood estimation and probit model.
The standard Tobit model (Tobin, 1958; Carsun and Sun, 2007; Asongu and Le Roux, 2016 ) is as follows in Eq. (2): 
where  is a non stochastic constant. In other words, the value of * ,t i y is missing when it is less than or equal to  .
We address the concern of endogeneity by controlling for both simultaneity using instrumented variables 15 .
Data
The Table 5 presents the descriptive statistics of the variables in the model. The most volatile series, judging by the values of the standard deviation, is exchange rate depreciation. As regards the main variable of interest, trade openness has a mean value of 77%, which is distantly followed by natural resource abundance and the proxy for financial integration. It is important to emphasize that our measure of institutions has a negative mean value. This is due to the way the series is constructed and also based on the fact that the region has poor institutional development level. The results of Equation 1 are presented in Table 6 However, the third proxy of access to foreign currency (natural resource rent) seems to have a negative effect, though significant, on dollarization. This is in clear contradiction of this study's hypothesis. Figure (2012) and Ize and LevyYeyati (2003) . This can be justified using the intuition that high inflationary rate reduces the values of money. It also indicates that higher levels of inflation lead to reallocations in the portfolio of agents. Such agents will tend to sell domestic assets and buy assets denominated in foreign currency. In another related argument, Canzoneri and Diba (1992) concluded that dollarization should be a stabilizing tool in a high inflationary period. Another important determinant of dollarization is exchange rate volatility. The higher the frequency of changes in exchange rate, the higher would be unlikely changes of holding the domestic currency. Across all our regressions, it was found that this variable is positive and significant, whose coefficient ranges between 0.007 and 0.062. Arango and Nadiri (1981) estimated similar coefficients.
Empirical Results
In all the models, economic growth is estimated to have a negative coefficient.
The interesting part is that models without the inclusion of proxies for ACCESS yield significant results. Higher GDP per capita growth reduces dollarization pressure.
These results are analogous to Yinusa (2009) and IMF (2015) . Yinusa (2009) Three sets of robustness tests were conducted. The first relates to estimating a semi-elasticity of the models. These results are presented in Columns 2, 4, 6 and 8 of Table 6 . The second test takes account of endogenity related issues and thus estimated an IVTOBIT regression. The result of this exercise is presented in Table 7 . The third robustness test entails identifying the outliers in the model and thus, eliminating them from the sample. The countries eliminated are Liberia, the DRC, South Africa, Comoros and Namibia. Table 8 presents the results of the smaller sample countries. It can be summarily stated that these results are not too significantly different from the results in Table 6 . Hence, our result is robust to different estimation techniques, smaller sample size and semi-elasticity based coefficient measurement. Source: Authors' Computation Note: Values in parenthesis are the standard error statistics. "*", "**" and "***" imply levels of statistical significance of 1%, 5%, and 10% respectively. INF is inflation rate, SEXR is exchange rate volatility; DEP is exchange rate depreciation, INT is interest rate differentials between domestic and foreign currency. NAT is resource rent; TRA is trade openness, and FINT is the degree of financial integration. INST measures institutions; FIN is financial development and GDP per capita growth (GDP) and international reserves (RES).
Conclusions, Policy Implications and Suggestions for Future Research
This study has explored and extended the determinants of dollarization. Although the literature has a long list of some perceived important determinants of dollarization, this study was able to identify some important determinants that are not too popular in the literature. Basically, these hypothesized important determinants are natural resource rent, financial liberalization and trade openness. These three variables are tagged "ACCESS". This is premised on the fact that the more people have access to foreign currency, the more economic agents use foreign currency for transactionary purposes. The focus of this study was limited to 26 SSA countries for the period 2001 -2012. The choice of this scope was due to data availability and limited number of studies on dollarization in Africa. The value addition of this study to the literature is based on (i) the scope of the study and (ii) the expansion of the model to account for ACCESS.
Our results show that both trade openness and financial integration are positive and significant determinants of dollarization in SSA, while the direct opposite is the case of natural resource rent. The inability of natural resource rent was justified by the notion that the proceeds from the export of the resources are not channeled through the domestic financial system. Other important determinants include inflation, exchange rate volatility, institutions and financial development.
These results are robust to different specifications.
Even though this study was unable to determine that dollarization is a bad omen for a country, emphasis should be placed on reducing the incidence of dollarization 17 . This might be due, at least using the Latin America experiences, to the fact that dollarization is usually caused/induced by macroeconomic instability and policy credibility of the government, which are orchestrated by weak domestic macroeconomic imbalance, epically though inflation and exchange rate volatility. The most effective tool to reduce dollarization is through the adoption of policies that would seek to restore the strained confidence in the domestic currency, in particular and macroeconomic stability, in general.
Among the mechanisms that can help achieve this laudable policy stance is the design of policies that would seek to improve the level of governance/institutions, financial development and economic growth. In the same line of reasoning, SSA
countries should be open to the rest of the world in terms of financial and trade services. In continuance, inflation and exchange rate volatility should be reduced, as excessive levels of inflation increase and encourage the use of foreign currency within the domestic economy.
It is erroneous to assume that inflation, at all levels is bad for the economy.
Some level (low) of inflation might still be consistent and help in achieving the aim of some macroeconomic and monetary policies, among which is the reduction of dollarization. Hence, future studies should try to obtain the optimal level of inflation, which would be consistent with the aim of reducing dollarization, among others. This study was unable to examine the effect of exchange regime on dollarization. The importance of exchange rate regime on the dollarization process cannot be under estimated. As such, future studies should channel efforts to unraveling this important factor.
